
F or Egypt, becoming a re-
gional petrochemical and 
refined product export-

er would be a dream come true. If this 
happens, Cairo would be a heavy-hitting 
geographic power player, able to lessen 
the burden on the state budget at a time 
when refined product imports are less 
accessible in foreign reserves. 
Not all petroleum products –such as gas-
oline, diesel, and jet fuel– are refined do-
mestically- In an interview recently pub-
lished by Energyglobal, Egypt’s former 
Oil Minister, and current Prime Minister, 
Sherif Ismail stated that Egypt spends 
over $500m per year on fuel imports. 
This is the case even after agreements 
with Gulf countries such as the UAE 
have been reached in order to provide 
the country with petroleum products at 
discounted rates, grants, and credit ar-
rangements.
If those products were refined local-
ly, however, the result would be a sig-
nificant spending reduction. In fact, 
in September 2014, the Government 
announced plans to invest as much 
as $14.5b in developing the country’s 
downstream sector over the next five 
years. According to Ismail Egypt was try-
ing to boost its output of refined petro-
leum products by 5% to 10% each year, 
hoping to reduce its dependence on 
costly imports.
“The total investments that will be im-
plemented over the next five years will 
be around $14.5b and include $12.5b 
in the refining sector and $1.9b in the 
ETHYDCO project,” Ismail told Reuters 
at the time, referring to a new complex 
that would produce ethylene and other 
petrochemicals.
Last year Minister of Petroleum, Tarek 
El Molla, started to implement the plan 
to revive what former ministers neglect-
ed, specifically the elaboration of the 
infrastructure required to distribute pe-
troleum substances, in addition to the 
replacement and renovation of the old 
refineries.
Declining Output
Currently, Egypt has an oil production 
problem. Despite having the largest re-
fining capacity on the African continent 
–amounting to 704,000 b/d according to 
the Arab Oil & Gas Journal, and 726,250 
b/d according to Oil & Gas Journal–, 
the nation does refine oil to a far lesser 
degree than that to which it is capable. 
Consequently, the country is unable to 
meet the growing domestic demand for 
petroleum products. 
Egypt’s refineries mostly process do-
mestically produced crude oil, and re-
fined products are mostly sold to local 
markets.
According to BP’s statistical review, 
while the consumption of crude oil has 
increased by an average of 3% annually 
over the past ten years, reaching 770,000 

b/d in 2013, Egypt’s refinery output has 
declined by 29% from 2009 to 2013, 
dropping to 445,000 b/d according to 
OPEC. This marks a utilization rate of 
63%, far below the average global refin-
ing utilization rate, which was set at ap-
proximately 80% in 2014.
In a paper titled Egypt: An Energy Sup-
ply Crisis Beyond Control? the energy 
consultancy firm, FACTS, attributes the 
mentioned decline in production to a na-
tional policy which encourages foreign 
oil producers to export more crude oil as 
a way to cover Egyptian General Petrole-
um Corporation’s (EGPC) financial debt. 
As a result, while Egypt’s petroleum pro-
duction has declined over the past few 
years, crude oil exports have remained 
the same. Oil production, including con-
densates, dropped from 730,000 b/d in 
2009 to 714,000 b/d in 2013. Simultane-
ously, crude exports remained virtually 
flat, hovering at 80,000 b/d as of late 
2013.
In turn, there is a lower volume of do-
mestic crude oil available for domestic 
refineries, and Egypt must make up for 
the difference by importing petroleum 
products and/or crude oil. This deficit 
can be attributed to shortage in crude oil 
supply and technical limitations due to 
aging refineries. Egypt imported about 
145,000 b/d of petroleum products in 
2014, according to Global Trade Informa-
tion Services. Egypt also exported about 
60,000 b/d of petroleum products the 
same year, as reported by the US Energy 
Information Administration (EIA).
According to Daily News Egypt, the Gov-
ernment’s economic ties to Saudi Ara-
bia, Kuwait, and the UAE permitted it to 
benefit from certain privileges in paying 
the value of petroleum substance ship-
ments, easing the financial burdens and 
paying debts accrued via interest-free 
installments.
Since President Abdel Fattah Al Sisi took 
office, the Ministry of Petroleum has paid 
about $3.6b of the foreign partners’ dues 
in the petroleum sector. These dues 
were accumulated since 2009 until 2013. 
The foreign partners’ dues declined to 
about $3b by the end of August 2015. By 
facing its paying obligations, Egypt will 
be more likely to satisfy the domestic 
demand keeping at the same time the 
foreign currencies at home and leading 
to a stronger balance of trade. 
Aging Infrastructure 
Another major issue with Egypt’s refin-
ing capacities is that, of the nine refin-
eries that exist –mostly located in the 
country’s northeast, in Cairo, Alexandria, 
Suez–, nearly all are roughly 50 years old. 
While certain investments have been 
made to upgrade them over the past 
years, their theoretical capacity is ex-
pected to have decreased over time.
According to Dr. Alaa Idris, the Associate 
Chair of the Petroleum Engineering De-

partment at the American University in 
Cairo, mechanical integrity limitations 
due to aging and technological redun-
dancies result in capacity reductions 
over time.
Actually, despite Africa’s substantial 
oil resources, refining capacity on the 
whole continent remains limited. As 
such, countries like Angola and Nige-
ria export crude oil, only to import re-
fined oil at an additional cost. Refining 
capacity has always been much lower 
than crude output, but this gap widened 
significantly. On the other hand, as a re-
port published by KPMG suggested, this 
points towards a big opportunity for in-
vestors to build refineries, buying crude 
oil domestically and selling it either lo-
cally or internationally.
Are Subsidies Slowing Egypt’s Down-
stream Progress?
In an effort to remedy the issue of its ag-
ing infrastructure, Egypt plans to invest 
$14.5b in its downstream sector. Unfor-
tunately, the investment will not be ful-
ly materialized within the five year plan 
originally announced, due to the limi-
tations caused by subsidized domestic 
fuel prices, according to BMI Research. 
A number of expansion and moderniza-
tion projects will boost refined fuel out-
put, but will fall short of meeting domes-
tic demand.
Their study suggests that over recent 
years, refined product demand has in-
creased supported by favorable govern-
ment fuel subsidies aimed at stimulating 
economic growth and maintaining pub-
lic content. 
In a try to ease the problem, for fiscal 
year 2014/2015, the Egyptian govern-
ment cut oil products subsidies costs 
to $9.2b as part of the subsidy reform, 
which led to an increase in oil product 
prices in 2014.
The huge cost of energy subsidies in 
Egypt has also contributed to the coun-
try’s high budget deficit and the strug-
gles the EGPC is facing in payment of its 
debt to foreign operators. 
The corporation owes foreign oil and 
natural gas operators billions of dollars, 
which has led them to delay their invest-
ments in existing and new oil and natu-
ral gas projects.
Projects and Investments  
Egypt is adopting a mix of investment 
strategies in refinery upgrades and con-
struction of new capacity to meet the na-
tion’s target for more high-quality light 
and middle distillate products and a 
reduction of transportation fuel imports, 
Hydrocarbon processing reported.
The government had plans to increase 
refining capacity by over 600,000 bpd by 
2016; however, these plans will not be 
fully realized. 
Approximately $2.7b will be utilized 
throughout 2015 and 2016 to complete 
the implementation of the Egyptian Re-

fining Company’s (ERC) project in Mos-
torod, according to Wael Al-Orabi, the 
company’s Commercial Director.
Another $1b has already been invested 
in the project by the Qalaa Holding sub-
sidiary, with total investments estimat-
ed at $3.7b Egypt Daily News reported.
In the economic development confer-
ence which took place in March 2015 
in Sharm El-Sheikh, some new projects 
were announced, such as a hydrocrack-
ing complex at the Assuit Oil Refinery 
Company at a cost of $2.8b, as well as 
a new desalination unit in Amreya Oil 
Refinery Company which could produce 
49.6 tons of petroleum products annual-
ly at a cost of $250m.
In July 2015, Technip Italy, a world lead-
er in project management for the ener-
gy industry, finalized two joint agree-
ments valued at a total of $2.9b with 
Egypt-based companies for upgrades 
of two refineries. The investment had 
an estimated total value of $1.5b, aims 
at maximizing diesel production, and 
will introduce the most modern refinery 
technologies in Upper Egypt to meet the 
growing local demand for petroleum 
products.
In another development, Technip Italy 
and SACE announced the finalization of 
a joint agreement with Middle East Oil 
Refinery (Midor) for a project to mod-
ernize and expand the Midor refinery 
near Alexandria, Egypt. The investment 
has an estimated total value of $1.4b 
and aims at improving the production 
quality of the plant, considered the 
most advanced of the African continent, 
by increasing its refining capacity from 
100,000 to 160,000 b/d.
The Azeri state energy firm SOCAR 
showed its interest in buying stakes in 
refineries in Egypt and in participation in 
the African country’s oil refining sector. 
Azerbaijan is exporting about one mil-
lion tons of oil and refined products per 
year to Egypt.
 An EGPC report estimated the needs 
of the domestic market at 551,155 tons 
of diesel, 330,693 tons of butane, 165m 
tons of gasoline, and also 551,155 tons 
of fuel oil per month.
The annual domestic consumption of 
gasoline is 6.7m tons, of which gasoline 
octane 80 takes up nearly half at 2.97m 
tons, followed by gasoline octane 92 at 
2.7m tons, while gasoline octane 95 ac-
counts for about 440,924 tons, according 
to figures in the closing account of the FY 
2014/2015 budget.
The money saved from cheaper imports 
and recent subsidy cuts that raised the 
prices of petroleum products by 70% 
should be used to reinstate Egypt as the 
main refining hub for the region. All this 
investments are a hope, only after some 
years can efforts be proven positive in 
Egypt’s quest to boost its refining indus-
try.
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owoing into 2016, most 
of us are reflecting on the 
year gone by and looking 
forward to the year ahead. 
Many in the Egyptian in-
dustry, however, may be 

less than optimistic about 2016. The 
past year has been difficult for Egyp-
tian industry, which has been consist-
ently inhibited by dollar and energy 
shortages. Despite efforts to alleviate 
these challenges, these problems are 
not likely to be fully resolved any time 
soon. Looking to the year ahead, it may 
be helpful to recap the roots of these 
problems, how they affected Egyptian 
industry in 2015 and their possible out-

look for 2016.  
Energy 
Egypt’s energy challenges will not be 
news to Egypt Oil and Gas readers. 
Since 2011, the Egyptian government 
has had a strained relationship with 
many international energy firms – fail-
ing to pay bills or diverting natural gas 
to the domestic market that it had pre-
viously agreed to export. As a result, 
production declined for much of the 
past five years, while domestic energy 
demand has been increasing. In 2015, 
production of both petroleum and nat-
ural gas fell, despite generally good 
news in oil and gas exploration and 
electricity production. Further, Egypt’s 
antiquated electricity infrastructure, 
pushed past its capacity, urgently 
needs investment. 

For much of the past five years, the re-
sult has been energy cuts, as the gov-
ernment seeks to balance gas supplied 
to electricity production and gas sup-
plied to industry. Over the past year, 
the government has decided to cut en-
ergy to energy-intensive industries and 
to increase the supply to power plants 
providing energy to Egyptian homes, 
which may have serious economic re-
percussions. In short, power-genera-
tion received “100% of its needs and 
then we give the rest to factories,” 
EGAS Chairman Khaled Abdel Badie 
told Bloomberg in July 2015.  Gas to 
factories decreased by around 22% in 
2015, according to EGAS. In the World 

Bank’s yearly “Ease of Doing Business” 
rankings, Egypt ranked 131 out of 189 
total countries in the world, a very dis-
appointing showing for a country of 
Egypt’s size and advantages. There are 
many factors involved in the ranking, 
but one stands out: Egypt ranked 144th 
globally in “Getting Electricity.” 
These cuts have been especially prob-
lematic for energy intensive industries, 
such as cement, steel and fertilizers, 
where production and energy are 
closely tied. The squeeze these indus-
tries are feeling has been obvious in 
headlines and company statements.  
Samir Naamany, the commercial direc-
tor of Ezz Steel, the largest producer of 
iron and steel in the Middle East, said 
that “the biggest problem we faced in 
2015 was the lack of energy, which led 

to a decline in production and exports 
in our factories.”  Ezz Steel announced 
severe losses in 2015, “principally due 
to constant disruption of utilities and 
lack of natural gas,” a company state-
ment said.  Solb Misr, another steel 
company, announced major losses in 
2015, due to operating at 25% capacity 
through eight months of 2015. Egypt’s 
cement industry was also affected; 
the head of Egypt’s cement producers 
association said the industry had lost 
40% of its production capacity due to 
energy cuts.  Suez Cement, which has 
sought to convert to coal due to gas 
shortages, reported an 81% decline in 
year-on-year profits in November 2015. 
From a larger perspective, energy cuts 
have proven damaging for the overall 
Egyptian economy.  Capital Economics, 
a research group, estimates that man-
ufacturing output in Egypt contracted 
by almost 30% year-on-year from June 
2014 to June 2015, due to the combi-
nation gas shortages and foreign ex-
change problems – the second major 
challenge industry faces. Egypt’s econ-
omy slowed through much of 2015, 
with growth falling from 4.3% at the 
end of 2014 to 2.4% in 2015 – far low-
er than projections at the beginning of 
the year. In January, the World Bank cut 
growth projections for Egypt to 2.9% in 
2016, down 0.7% from the Bank’s June 
projections. 
The good news is that industrial gas 

supplies have increased during low-
er-demand winter months, which 
factories hope continues. In late De-
cember, an official with EGAS stated 
that due to decreased winter demand, 
Egypt has been able to decrease gas 
imports and meet the full needs of 
high-consumption industries such as 
steel, cement and fertilizers. “The gas 
supplies are now more regular and we 
hope that this problem does not recur 
in 2016,” Naamany of Ezz Steel said. 
The question on the minds of Egyptian 
manufacturers is: what will summer 
bring? 
The New Year may hold some positive 
news. Low global energy prices are 
good for Egypt – a net importer with 
major budgetary issues. As demand 
increases in warmer months, Egypt’s 
limited dollars will go further towards 
buying the gas it needs on the inter-
national market. The government has 
urgently aimed to expand electricity 
generation capacity, adding nearly 
7GW of power in 2015, and is expecting 
at least another 3GW in 2016. According 
to Electricity Minister Mohamed Shak-
er, “We believe that this summer will be 
better than the last. We are anticipat-
ing 2,500-3,000 MW of existing projects 
that we are accelerating.”  Aid from 
Saudi Arabia and other Gulf states will 
help meet domestic needs, and while 
still two years from production, the dis-
covery of the Zohr field in August bodes 

Between the Dollar Crisis and the Energy Challenges

Egyptian Industries
By Robert Barron

“Power generation receives 100% of its needs 
and then we give the rest to factories.”

“The biggest problem we faced in 2015 was the 
lack of energy, which led to a decline in  
production and exports in our factories.” 
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well for Egyptian supply in the future.  
Still, there are some troubling signs. 
Despite lower energy prices and nu-
merous public commitments to repay 
debts to international energy compa-
nies, which will hopefully catalyze ex-
ploration and production, government 
arrears owed to energy firms actually 
increased to $3b at the end of 2015, up 
from $2.7b in October. This problem 
highlights the second major problem 
facing the Egyptian government, and 
thus Egyptian industry, in 2016 – Amer-
ican dollars and Egyptian pounds. 
Dollars and Depreciation 
The other major challenge facing the 
Egyptian industry is monetary – a lack 
of dollars in the Egyptian monetary sys-
tem, and a deflating Egyptian pound. 
Since 2011, political instability has led 
to a serious decline in tourism revenue 
and foreign investment – major sources 
of dollars for Egyptian banks. Current-
ly, Egypt’s foreign reserves are around 
$16.5b, around half of 2011 levels. 
Declining foreign reserves and other 
economic struggles have led to deval-
uations of the Egyptian pound (three 
times in 2015 and more expected for 
2016) and have led to inflation of near-
ly 12%. The result of decreasing dollars 
and an inflating pound is more expen-
sive imports for Egyptian industry, 
which is already feeling the crunch of 
decreased production capacity due to 
diminished energy supplies. As inputs, 
imported and domestic, have become 
more expensive, and as production 
has slowed due to decreased energy, 
companies are able to produce and ex-
port less, further adding to Egypt’s for-

eign currency shortage. Egypt’s energy 
and currency issues are in an almost 
self-perpetuating slide. 
As a result of declining foreign reserves 
and to slow the flow of dollars leaving 
the country, the Egyptian government 
has implemented currency and import 
restrictions. Interest rates of 10%-15% 
make credit expensive to businesses 
and importers, who also object to re-
strictions on foreign currency deposits 
– which put daily caps on deposits and 
withdrawals of $10,000 per day. On De-
cember 21, the Central Bank of Egypt 
announced new regulations which re-
quire importers to provide a 100% cash 
deposit on new letters of credit, rather 
than the 50% previously required. Im-
porters must also obtain documenta-
tion directly from foreign banks, rather 
than from clients, and imports of lux-
ury goods and “unnecessary imports” 
have been more heavily regulated. In 
some industries, including the energy 
industry, government policies prevent-
ing banks from offering dollar loans for 
projects which will be paid in Egyptian 
pounds further complicates industry 
growth and investment – preventing 
firms from obtaining the inputs and 
equipment they need. 
Through November 2015, Egypt’s 
non-petroleum exports had dropped 
by 18.7% year-on-year. And while basic 
economics says that a devalued pound 
should stimulate exports, this has not 
been the case according to some in 
Egyptian industry. “It was expected 
that as an exporter I would benefit 
from the devaluation of the pound, be-
cause my products will become cheap-
er in the international markets, but the 

lack of hard currency led to a decrease 
in production and we were unable to 
increase exports,” Magdy Tolba, Chair-
man of Cairo Cotton Company, said.  
Tolba believes that price increases in 
“water, electricity, fuel and insurance 
and rents, is what has removed the lo-
cal producer from domestic and inter-
national competition.”  Tolba said that 
interest rates of up to 15% and import 
regulations have raised the costs of ma-
terials and production, which harms 
his company’s ability to be competitive 
in international markets. Mennatullah 
Sadek, Director of Investment for GB 
Auto, shared the experience, saying 

that “for the first time in 40 years, the 
factory stopped producing for 20 days 
during September and October, be-
cause the material and components 
would be delayed in ports as banks 
were unable to measure the dollar.”  
In order for a cheaper Egyptian pound 
to positively influence exports, credit, 
energy and inputs must be easier to 
obtain. 
Mentioned above, international ex-
perts are not particularly excited about 
Egypt’s prospects for 2016, cutting 
growth projections to a modest 2.9%. 
The tourism sector, which was show-
ing improvement earlier in the year, 
have been hurt by the Russian airline 
crash and other instances of violence. 
“For Egypt, the contraction in foreign 

currency inflows that would accompa-
ny a shrinking tourism industry would 
not only negatively impact growth, but 
would exacerbate the existing foreign 
currency shortage,” the World Bank 
said in January. And if gas supplies 
to Egyptian industry continue to be 
squeezed and other factors continue 
to limit exports, the cycle of reduced 
production leading to reduced exports 
leading to reduced foreign reserves will 
continue.  
Unfortunately, the primary bright spot 
currently is international support. In 
December, Saudi Arabia and Egypt 
pushed on with an $8b package offered 

by Saudi King Salman to assist the 
Egyptian economy. Egypt also received 
$500m from the African Development 
Bank and $1b from the World Bank. 
A $1b loan of China is expected soon, 
with some indication that a larger $15b 
package is being negotiated. In 2016, 
the government would probably like to 
raise interest rates in order to generate 
greater demand in the Egyptian pound 
and decrease the demand for dollars. 
However, higher interest rates would 
put greater strain on Egyptian business 
– already facing an array of challenges 
– and would increase the debt owed by 
the Egyptian government, which is al-
ready high. In 2016, Egypt faces a series 
of difficult decisions, in which industry 
is likely to feel the pain. 

“Water, electricity, fuel and insurance and rents, 
is what has removed the local producer from 
domestic and international competition.”
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aving reduced its foreign 
arrears from $7b in 2013 
to $3b in 2015, discovered 
the largest Mediterranean 

natural gas field, and received investment 
commitments for a combined $24b from 
BP and Eni, Egypt’s energy sector seems 
to have a positive outlook, while other 
neighbors suffer.
Meeting Local Energy Needs
Currently a net importer, Egypt utilizes its 
entire oil and gas production to meet its 
booming energy demands, which the gov-
ernment provides at heavily subsidized 
rates. It imports six to eight cargos of LNG 
per month at market price from a variety 
of sources including, Algeria’s Sonatrach, 
Gazprom, Noble Energy, and BP to fill the 
supply-demand gap.
The drop in oil prices will help Egypt save 
on its energy subsidies bill, which stood at 
EGP 126b in the FY of 2013-14, expected 
to decrease to EGP 56b in the FY 2015-
16. The oil price downturn will also help 
the country save on its energy imports 
bill, projected to be worth almost $16b 
in 2015-16. This will allow it to conserve 
its scarce foreign reserves currently used 
to buy oil and gas and divert extra cash 
to reduce its budget deficit, which stood 
at 11.5% of GDP in FY 2014-15. More im-
portantly, in the long-run, the savings will 

allow the Egyptian government to pro-
gress in its goals to fully meet its energy 
requirements, paying its foreign arrears to 
international companies and diversifying 
its energy mix. 
Strategic Energy Hub
The discovery of the supergiant Zohr nat-
ural gas field off the North-Eastern shore 
of Egypt - together with Israel’s Leviathan 
and Tamar, and Cyprus’s Aphrodite gas 
fields - have the potential to change glob-
al energy trade flows and elevate the East-
ern Mediterranean region to global energy 
hub status. 
The scale and proximity of these fields 
provide for stronger collaboration and 
infrastructure sharing opportunities be-
tween the three countries. For instance, 
Israel lacks the large integrated export 
gas infrastructure system, while Egypt has 
two currently idle LNG conversion termi-
nals on its Mediterranean coast line. Much 
of Israel’s produced natural gas would be 
converted in the Egyptian terminals in or-
der to be shipped to Europe that currently 
relies on Russia for the majority of its gas 
needs. 
This alliance would be of significant stra-
tegic importance to Europe that has expe-
rienced increased Russian aggression on 
its Eastern borders. Similarly, Turkey’s re-

lationship with Moscow has recently dete-
riorated. It will become a rival to Russian 
gas with its geographical proximity and 
diversify Europe’s energy suppliers list.
Steady Investment Flow
In 2011, when political turmoil gripped 
Cairo and the government accumulated 
large foreign arrears to international E&P 
companies, the amount of foreign invest-
ments in the country exhibited a sharp 
decline. However, since the unrest has 
declined and the government has been 
making steady progress on its payment 
arrears, investments have kicked in over 
the recent months. The Italian oil compa-
ny, Eni, has committed to a $12b invest-
ment to develop the Zohr natural gas field 
and BP announced a $12b plan to invest 
in West Nile Delta’s natural gas projects.  
Moreover, worries over reduced Gulf 
states’ support for Egypt due to deceased 
oil revenues have not materialized. The 
Saudi Ambassador to Egypt, Ahmad 
Al-Qattan, speaking at a December 2015 
press conference in Cairo, has assured 
that oil prices will not affect Saudi Ara-
bia’s assistance to Egypt. Egypt’s security 
and economy are pivotal for the security 
of the entire region. Therefore, the alloca-
tion of aid to Egypt is going to be consid-
ered a top priority for GCC countries’ own 
security. 

Egypt, as opposed to most of the other 
GCC states, has a highly skilled and tech-
nical workforce. Eng. Kareem Abou Shady, 
Business Developer & Technical Sales 
Manager of a leading machine-shop solu-
tions provider, DOTS For Engineering In-
dustries, mentioned in an exclusive inter-
view with The Oil & Gas Year (TOGY), Egypt 
2016 that “Egyptian companies have been 
working with international drilling clients 
for over 10 years in the most difficult en-
vironments on-and off-shore, often times 
putting them on par with international 
players in bidding rounds.”
In addition to the abundance of a skilled 
workforce, the local manufacturing cost 
is extremely competitive due to favora-
ble EGP exchange rates, pushing down 
projects’ breakeven points. This in part 
explains why exploration projects and in-
vestments are on the rise in Egypt, while 
most of the other regions have been ex-
periencing cut-backs. Eng. Amr El Man-
hawy, General Manager of Seaharvest Oil 
& Gas Services, emphasized in an exclu-
sive interview with TOGY, Egypt 2016 that 
“Egypt, unlike other countries, has lower 
project overheads and salary structures, 
translating into lower production and op-
eration costs.”

Egypt 
Is Not Suffering from 
$30 Oil. Here Is Why.

By Tamer Ismail, Country Editor
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